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EDITORIAL DEPARTMENT NOTE 


The Systems and Methods Study Group of the New York Chapter 
of N.A.C.A. was organized in the Fall of 1940 for the purpose of 
providing a means by which ideas relating to accounting procedures, 
systems and methods might be exchanged. In accordance with a 
long-term plan proposed by the Chapter’s Committee for _— 
Activities, a very able presentation of a study devoted to the 
fundamental principles of accounting procedures and methods = 
submitted as to the results of the group’s work for the 1940-1941 
year. “Accounting for Materials and Related Procedures” was 
selected as the topic for study for the 1941-1942 year because of 
present-day a of shortage of materials, priorities, substitutes, 
et cetera. is topic has been divided into four phases : 


1. Purchasing 

2. Receiving and Storing 

3. Distributing, Recording and Controlling 
4. Accounting and Paying 


Members of the study group formed committees to cover the four 
phases previously and results of their studies 


to the group as a w coe Sees The results of these studies 
and discussions have been panna nal a committee of group 
members and the fundamental principles are presented in 


this paper in condensed summary form. 

There will be found at the end of the article the names and com- 
pany connections of the members of the New York Chapter whose 
participation in various activities in the 1941-42 study group has 
contributed to this outline. 


Articles published in the Bulletin present many different viewpoints. 
In publishing them the Association is not sponsoring the views ex- 
pressed, but is endeavoring to provide for its members material which 
will be helpful and stimulating. Constructive comments are wel- 


comed and will be published in the Forum Section of the Bulletin. 
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ACCOUNTING FOR MATERIALS AND RELATED 
PROCEDURES 


Report of the Systems and Methods Study Group 
New York Chapter, N.A.C.A. 


I‘ AN ENDEAVOR to facilitate the study of these phases by 

a concrete application, a hypothetical company, The Inter- 
national Products Company, was conceived. This company was 
visualized as a medium-sized manufacturing organization engaged 
in the production of “Widgets.” At the iime of this study, it was 
assumed that it had in its employ approximately twelve hundred 
persons. 

The internal organization of the company and its interdepart- 
mental relationships, in so far as they relate to this study, is shown 
below : 


President 
General Manager 
Purchasing Traffic Works anager 
| | 
Receiving Stores 
Controller 


Chief Accountent 


] 
General Audit Accounts 


Accountant Division Payable 
Division 


As indicated in the chart the controller has functional control 
over the manner in which records are kept for all operations related 
to the approval of expenditures, but otherwise he has no authority 
over the operation of other departments. 


PURCHASING 
Functions of the Purchasing Department 


The functions of the purchasing department have been classi- 
fied into five groups relating to: 
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1. Purchasing, 

2. Invoice approval, 

3. Determination of specifications, 

4. Disposal of by-products and salvage, and 

5. Financial planning and management policies. 


Purchasing 

In general, these functions are to purchase and obtain delivery 
for all materials and supplies and all services, except those ex- 
plicitly reserved for negotiation by other departments. Specifically, 
the principal functions are the following: 


1. To 


see that all purchase requisitions presented to the pur- 


chasing department comply with the necessary requirements, in- 
cluding those requirements laid down as a matter of corporate 


policy : 
a. 


Article wanted must be completely specified, including 
size, material, color, quantity, et cetera. If materials have 
been symbolized, symbols should be furnished. Vendor's 
catalogue numbers should be provided if the article is a 
proprietary item. 

Quantity wanted and the place and time of delivery must 
be specified. 

Requisitions should bear approvals in accordance with 
the company’s standard practice, such as budget authori- 
zation, the predetermined accounting distribution, special 
authorization if the article ordered is specified by a pro- 
prietary name or if the purchase market is otherwise 
limited. 

obtain the best price for materials or services requisi- 


Interview salesmen. 
Keep records of the sources of supply and the reliability 


of each. 
Study economic trends of the markets in general and 
those for each raw material class specifically. 


. Solicit bid prices under the company’s established policy, 


utilizing catalogue lists or prices fixed on cost-plus basis, 
to the extent authorized by company policy, and obtain 
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e. 


written competitive bids where required by the company 
policy. 

Maintain comparative records of quotations where re- 
quired by the procedure laid down by the controller. 


3. To make purchase commitment : 
a. Select supplier, observing company’s reciprocal sie 


and other policies, such as whether approval of the re- 
quisitioning department is required. 

Issue purchase orders. 

Issue confirming purchase orders to authorize spot pur- 
chases made direct by other departments when such com- 
mitments are in accord with the company policy. 


4. To follow up the supplier for shipment in accordance with ; 
the purchase order : 


a. 


b. 
c. 
d. 


Maintain a tickler file of the unfilled orders to see that de- 
livery is made according to schedule. 

Record the vendor’s order acknowledgements. 

Record the vendor’s shipping notices. 

Record shipment as noted from invoice, in those cases 
where a shipping notice has not been provided by the 
vendor. 

Record receipt of goods as reported by the receiving de- 
partment, noting whether shipment has been accepted 
and whether the order has been completely or only par- 
tially filled. 

Correspond with the supplier as necessary, record prom- 
ises for future delivery, and notify requisitioning depart- 
ment in all cases where the delivery schedule requested 
cannot be fulfilled. 


Invoice Approval 

The purchasing department is responsible for approval of in- 
voices to the extent delegated by the controller’s office. Specifically, 
the purchasing department’s responsibilities in this connection are 
as follows: 


1. To match invoices with the company’s purchase order 


and to certify the correctness of prices, terms and f.o.b. 


point. 
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2. To make the preliminary verification of quantity to the 
extent possible by comparison with shipping notices, bills of 
lading, and if delivery has been effected by the time the in- 
voice is received, to make comparison with the receiving 
department’s report. 

3. To determine whether overshipment is within accept- 
able limits and whether undershipment is to be accepted as 
completion of the order. 


Determination of Specifications 
The purchasing department is responsible for co-ordinating 
specifications, as presented by the engineering department and 
the requisitioning departments, with the specifications generally 
observed in the purchasing market so as to obtain the lowest pos- 
sible price consistent with actual requirements. This requires the 
purchasing department to perform the following: 
1. To consult potential suppliers as to economies obtain- 
able by modification of the company’s*specifications. 
2. To study the development of new materials and inform 
the technical staff of trends in the markets of various ma- 
terials which offer opportunity for substitutes. 


Disposal of By-products and Salvage 
The purchasing department is responsible for disposing of all 
by-products which the sales department is not organized to handle, 
especially those by-products which represent materials traded in 
the raw material markets. This requires the purchasing depart- 
ment to perform the following : 
1. To locate outlets. 
2. To solicit bids on current supplies and long-term output. 
3. To make contracts. 
4. To originate shipping orders in accordance with sales 
which have been consummated. 


Financial Planning and Management Policies 

The purchasing department is responsible for participation in 
the formation of management policies with respect to investment 
in raw material inventories. The purchasing department’s respon- 
sibilities are as follows: 
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e 1. To study markets and determine probable trends in 

f price and in availability of supply. 

r 2. To make recommendations as to inventory position to 

g be taken on raw materials and supplies. 


3. To make recommendations as to policy of reciprocity 

n in both purchasing and selling. 

’ 4. To make recommendations as to choice between manu- 

facturing or purchasing semi-finished or finished articles. 
5. To make recommendations as to purchasing policies, 

such as market or hedging transactions, long-term contracts 

or spot purchases, options, et cetera. 


Preferred Accounting Procedures 
The accounting procedure for the purchasing department re- ; 
quires the use of four basic records. They are: 
1. Purchase requisition, 
2. Purchase order—prenumbered, 
3. Receiving report, and 
| 4. Invoice from vendor. 


A brief statement of the purpose, copies required, and procedure 
adopted in utilizing these records, follows: 


Purchase Requisition 
Purpose: 
1. To give authority to purchasing department to make a 
purchase. 
2. To give instruction to accounting department to charge 
appropriate account. 


Copies—Two, prenumbered : 
1. “A” remains in purchasing department for reference 
and use. 
2. “B” is forwarded to accounting department with pur- 


/ 


chase order for advance information purposes. ~ 


Purchasing department procedure: 4 
1. Examine for acceptability. t. 

2. File “A” temporarily in suitable file, answer inquiries 
from issuing department. 
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3. Use “B” for purchasing operations. 
a. To prepare requests for bids, or other price inves- 
tigations 
b. To hold in active folder 
4. Select vendor. 
5. Prepare purchase order. 
6. Cross-reference “A” and “B” copies of requisition with 
purchase order number. 
7. Forward “B” copy and one copy of purchase order to 
accounting department for its use. 


Purchase Order 


Purpose : 
1. To formally authorize vendor to ship goods. 
2. To provide written record of purchase contract. 


Copies—Six, prenumbered : 
1. Two copies to vendor, one of which is used by vendor 
as acknowledgement. 
2. One copy to purchasing department—“working copy.” 
3. One copy to accounting department. 
4. One copy to receiving department. 
5. One copy to requisitioning department. 
Procedure for purchasing department “working copy”: 
1. Use as follow-up. ; 


2. Attach acknowledgment, shipping notices, bills of lad- 
ing, receiving report and invoice. 


Receiving Report 


Purpose : 
1. To notify purchasing department that goods have been 
received in: 
a. Good order 
b, Quality and 
c. Quantity ordered 


Copies : 
1. One copy received by purchasing department 
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Procedure : 
1. Check with purchase order for: 

a. Good order 

b. Quality and 

c. Quantity ordered | 


: and enter complete or partial delivery on back of purchase 


order. 


2. Check for proper receiving department approval. 
3. Sign as accepted by purchasing department. 
4. Hold for receipt of invoice. 


Invoice 
Purpose : 
1. To furnish external evidence of a claim against the 
company. 


Copies—Two, requested from vendor : 
1. One copy to purchasing department. 
2. One copy to accounting department with copy of pur- 
chase requisition and purchase order. 


Procedure : 

1. Receive both copies initially in purchasing department. 

2. Match and cross-index with corresponding receiving 
report and purchase order. 

3. Ascertain that receiving report has been properly ap- 
proved. 

4. Check with purchase order as to quantity, price and 
terms and clerical accuracy. 

5. Enter account number on invoice from corresponding 
purchase requisition. 

6. Sign as approved by purchasing department. 

7. Attach to receiving report and forward to accounting 


department. 


Internal Check 


The following requirements have been established with respect 
to internal check for the purchasing department : 


1. All purchases of materials and supplies should be made 
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through purchasing department, except petty expenditures 
otherwise authorized. 

2. Purchase requisition should originate and be approved 
outside purchasing department. 

3. Competitive bids are considered essential wherever 
practicable. 

4. Records of competitive bids are kept in purchasing de- 
partment subject to audit by controller. 

5. Vendor’s invoices are received by purchasing depart- 
ment and shall be approved there in writing. 

6. Vendor’s invoices should not be passed for payment 
until receipt of evidence that shipment has been made or 
until actual receipt of purchase, unless invoice covers special 
contract, et cetera. 

7. Receiving report shall be approved outside purchasing 
department. 


Controller’s Responsibilities 


The Controller’s responsibilities with relation to these proced- 
ures are as follows: 

1. Authority to Purchase. Controller, in conjunction with 
management, should establish definite regulations covering ap- 
proval of purchase requisitions. He should see that both purchas- 
ing and accounting departments check approval. For reference 
purposes, a chart showing persons who can authorize various types 
of purchases is a valuable aid. 

2. Obtaining Bids. Controller should satisfy himself that com- 
petitive bids are obtained for all classes of purchases for which 
there are several sources of supply. Controller should see that 
periodic audit is made of bids requested and received, audit to be 
made by spot check. 

3. Selection of Vendor. Controller should see that vendor is 
selected on basis of lowest bid, unless quality, delivery date or 
other consideration necessitates selection of vendor not lowest 
bidder. 

4. Purchase quantities and qualities. Controller should see 
that purchasing department purchases quantities specified, unless 
there are good reasons for changes. If changes are considered 
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advisable, purchase requisition should be ‘revised and reapproved. 
Any changes in quality considered advisable should be treated in 
the same manner. 


Alternate Accounting Procedures 


Circumstances relating to internal control, degree of esdentiy 
vested in the controller, number of employees, et cetera, might 
warrant the use of alternate procedures, such as following, in lieu 
of the preferred procedures above: 


(a) Purchase Requisition 

Copy “B” may not be required by accounting department. Ac- 
cess to Copy “A,” filed in the purchasing department, may be suffi- 
cient. 

Copy “B” could go to accounting department direct from issuing 
department, thereby providing accounting with data on material 
requirements at an earlier date. 


Preferred procedure was selected for the following reasons: 

1. Accounting department should have file copy of pur- 
chase requisitior so that it will have record of authority to 
purchase and, by attaching requisition to copy of purchase 
order, receiving report, invoice and other papers, will also 
have complete file of transaction. 

2. Copy “A,” by reposing temporarily in purchasing de- 
partment file, can be used to good advantage in answering 
inquiries of issuing department regarding status of requi- 
sition. 

3. To meet usual requirements of accounting department, 
it is not necessary to submit requisition prior to time of re- 
lease of purchase order. 


(b) Purchase Order 


Copy of the purchase order sent to vendor for-return as 
acknowledgment may be eliminated by use of a stub joined 
to purchase order. The stub is filled out by vendor and returned 
to purchaser. 

Copy sent to accounting department may be eliminated if copy 
in purchasing department files is available to internal auditing staff. 
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sf Copy sent to issuing department may be eliminated if some 
- other form of advice is available to inform issuing department 

og that purchase order has been prepared. Purchasing department 

may wait to be followed up, at which time status of purchase 

order would be reported by telephone or through use of simple 

form. 

=. Preferred procedure was selected for reasons given below: 

1. Copy of purchase order signed by vendor as evidence of 
acceptance is a better form of acknowledgment than stub 
which gives only purchase order number as means of identi- 
=e fication. Partial acceptance is more easily indicated on copy 
of purchase order. 

2. Accounting department should have copy of purchase 


\ order to complete its files and to use for recording purposes. 
ort 3. Requisitioning department should be given copy of pur- 
a 3 chase order as means of eliminating questions as to whether 
wie or not purchase order has been prepared. 
ae F 4. Receiving department should receive copy of purchase 
order so that it will be informed of materials to be received. 


(c) Receiving Report 

Copy may be sent to accounting department direct, rath:r than 
through purchasing department. Internal check requirements may 
dictate such a procedure. 

Preferred procedure was chosen on the theory that the purchas- 
ing department should receive copy of receiving report first for 
purpose of matching it with purchase order to determine if con- 
tract was fulfilled on part of vendor. Extra copy of receiving re- 
port could go to accounting department direct for internal control, 
if necessary. 

(d) Invoice 

Vendor could be requested to send invoice to accounting depart- 
ment or to treasurer, rather than to purchasing department. 

Preferred procedure was selected in the belief that the purchas- 
ing department should receive invoice direct from vendor, since 
dealings with vendor are through purchasing department, and 
invoice should be checked first by purchasing department. 


1666 


| > 


of 
‘ue 
ax 
st 
: “4 
th 


42 August 15, 1942 N. A.C. A. Bulletin 
me RECEIVING H 
nt Notification to Receiving Department 
= A copy of the purchase order is forwarded to the receiving de- 
re partment as the receiving clerk’s authority to accept the material 
em upon its arrival. It should contain the following information: 
1. Date issued. 
2. Vendor’s name and address. | 
of 3. Order, requisition and account number. ae 
ub This is necessary for proper identification of material if 
ti- received and information on receiving report. ; 
py 4. Description of material ordered. 
A description is important for proper examination of ; 
se materials received to determine whether they correspond . 
S. with what has been ordered. 
5. Quantity. 
er Quantities ordered are to be shown on the copy given 
to the receiving department. This will inform the receiv- 
se ing clerk what he may expect, in order to make necessary 


d. arrangements regarding the routing to the particular de- i 
partment ordering the material. 
6. Directions as to shipment. , 


in This information is necessary for the reason that date 
y of delivery and sizes of packages shipped via railroad or 
truck may be very important for storing or easy handling. 
S- Information as to freight or express paid or prepaid is 
also necessary. 
1- 7. Department for whom material was ordered. 
2 For proper disposition of material received, it is neces- 
l, sary for the receiving clerk to know for whom the ma- 
terial is intended. 


All supplementary orders canceling or modifying original orders 
- should contain all information necessary to identify original order. 


Counting Material, Examination and Preparation of Receiving 
Report 

j The receiving department should sign a receipt, if furnished by 

the carrier, for the material received, after referring to the copy 


1667 


- 
> 
> 


akin 


N.A.C. A. Bulletin August 15, 1942 


of the purchase order. This receipt should not specify quantity 
and contents of material received. A description of any damage 
to the container or contents should be fully noted on the receipt. 
One copy of the receipt should be retained, if available, and at- 
tached to the company’s own receiving report. 


1. Counting 

The receiving department is responsible for the quan- 
tity and determines this by a count (test check or com- 
plete check), depending on type of material received. If 
the quantity does not agree because of under shipment, 
where no partial shipments are provided for, or because 
of over shipment, the purchasing department should be 
notified at once to determine the next step. 


2. Examination 
The receiving department is responsible for determin- 
ing that the item ordered has been received and that the 
external physical condition is satisfactory. If it is not the 
item ordered or is not in satisfactory condition, the pur- 
chasing department should be notified at once to deter- 
mine the next step. 


3. Preparation of receiving report 

The receiving department should originate the receiv- 

ing report in four copies, which should be distributed as 
follows : 

(a) Copy “A”—Sent directly to purchasing depart- 
ment. 

(b) Copy “B”—Remains with material. Forwarded 
to testing department after material 
arrives at final destination, then 
forwarded to purchasing depart- 
ment by testing department. 

(c) Copy “C”—Remains in receiving department files, 
with copy of carrier’s receipt at- 
tached. 

(d) Copy “D”—Remains with material. Signed at 
destination and returned for the re- 
ceiving department files. 
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Purchase order numbers should be noted on receiving report. 
In the case of partial shipments, receiving reports should be pre- 
pared as above. The receiving department copies, with purchase 
order attached, should be held in an open file, pending complete 
shipments. 
The receiving report should contain the following information: 
(a) Receiving department number. 
(b) Date of receipt of material. 
(c) Shipper’s name. 
(d) Shipped from. 
(e) Company purchase order number. 
(f{) Car number, seal numbers, carrier’s name and carrier's receipt 
number. 
(g) Number of packages. 
(h) Kind of packages. 
(i) Size of units. 
(j) Quantity and description or identification. 
(k) Marks on packages. 
(1) Weight. 
(m) Charges paid or prepaid. (If shipment is to be prepaid but has 
not been, this should be clearly indicated.) 
(n) Condition received. 
(o) Plant destination. 


‘Disposition of Material Received and Notification of Receipt 


by Department 
The distribution clerk is responsible for moving the material re- 
ceived from the receiving department to the department to which 
it belongs, via the internal transportation system. 
The material is handed over with Copies “B” and “D” of the 
receiving report. 
The distribution clerk’s functions are as follows: 
1. To have the goods moved to the destination. 
2. To obtain an authorized signature on Copy “B” for the 
receipt of the material at the destination. 
3. To receive from the internal transportation department 
signed Copy “D” of the receiving report, returned by the 
department which finally received the material. 


STORING 
Notification to Purchasing Department 
The purchase requisition is prepared in two copies. Both 
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copies are forwarded to the purchasing department to notify 
the department of the items which must be ordered for stores. 
As an alternative, three copies of the purchase requisition may 
be issued, the third copy (“C”) to be retained by stores and 
placed in a tickler file to follow up the purchasing department. 
Following is a tabulation of the information to be shown on 
the requisition: 

Requisition number. 

Name of department. 

Date. 

Symbol designating material. 

Description. 

Specifications. 

Quantity. 

Date needed. 

. Space for purchase order number. 

10. Signature. 


Counting Material 

The storekeeper will receive Copies “B” and “D” of the receiv- 
ing report with all material delivered directly to stores. The store- 
keeper should sign Copy “D” and return it to the internal trans- 
portation department after counting the material received. The 
count (test check or complete check) should depend on type of 
material received. If the count does not agree with the receiving 
report, the storekeeper should immediately notify the receiving 
department and the accounting department. 

Copy “B” should be used as the medium for posting the stores 
ledger. After the items are posted, this copy should be forwarded 
to the testing department. 

All other items delivered to stores, such as manufactured parts, 
waste, scrap, or re-usable items, should also be counted and posted 
on the stores ledger. The medium for posting should be the job 
ticket or scrap ticket. 


Stores Ledger 

The backbone of storekeeping is the stores ledger. This ledger 
shows quantities only. A check list of items appearing on the 
stores ledger is as follows: 
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General Data Section 


. Kind of material. 
Unit. 


Location : 
Building 


10. Time required to get. 
11. Cubic space. 


Orders Section 


1. Date ordered. 

2. Order number. 

3. Stores requisition number. 
4. Quantity ordered. 


Receipts Section 


Maximum quantity—as determined by the production manager. 
Minimum quantity—as determined by the production manager. 


. Receiving report number or purchase order number. 


1 
2. Quantity received. 
3. Invoice number. 
4. Invoice amount. 
5. Freight and express. 
6. Unit price. 
Reserved Section 
1. Date. 
2. Reason. 
3. Quantity. 
Issued Section 
1. Date. 
2. Requisition number. 
3. Quantity issued. 
Balance Section 
1. Balance on Hand. 


Issuance of Materials 
Materials should be issued only against a properly authorized 
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requisition, prepared in duplicate by the requisitioning department, 
and signed by an authorized employee. Copy “A” and Copy “B” 
should be sent to the storekeeper, Copy ““B” being sent to account- 
ing department after the storekeeper has entered the quantities 
delivered to the requisitioning department. As an alternative pro- 
cedure, Copy “A” could be eliminated, the storekeeper not re- 
taining a copy. 
A check list of information appearing on the stores requisition 
is as follows: 
1. Requisition number. 
2. Date. 
3. Charge account number. 
4. Department. 
5.” Quantity. 
6. Articles. 
7. Part number. 
8. Charge job number. 
9. Entered on stock ledger space. 
10. Entered on cost sheets space. 
11. Signature. 


An alternative for the stores requisition above is the production 
order which is described below under “Distributing and Record- 


ing. 
Returned Material 


Material returned for credit should be accompanied by Copy 
“A” of a Storeroom Credit. Copy “B” should be sent to account- 
ing department. A check list of information appearing on this 
form is as follows: 


Credit job number. 
. Entered on stock ledger space. 
. Entered on recap space. 
. Reason returned. 


Signature. 


1672 


og ] 
| 
. 
a 
1. Requisition number. 
2. Date. 
= 3. Credit account number. | 
— 4. Department. 
—— 5. Quantity. 
ok 6. Articles. 
aan 7. Part number. 
: 
— 10 
d 
— 2 
| 


August 15, 1942 N. A.C. A. Bulletin 


Inventory of Stores 

Each day the storekeeper should physically count several differ- 
ent items to determine the correctness of quantities shown on the 
stores ledger. Discrepancies should be reported to the accounting 
department. A check list of information shown on this inventory 
discrepancy report form is as follows: 


1. Date. 
2. Article. 

3. Description. 

4. Number. 

5. Size. 

6. Location. 

7. Quantity short or over. 
8. Date counted. 

9. Explanation. 

10. Signature. 


DISTRIBUTING AND RECORDING 


Incoming Materials 
After the receiving reports have been matched with the invoices 
and approved by the purchasing department, they should be passed 
to the cost records clerk for entry as to quantity, price and value. 
These invoices will be charged to appropriate accounts, as follows: 
1. Raw Materials. 
2. Work in Process, if a special material for a specific job. 
3. Other appropriate inventory accounts, such as factory 
supplies, etc. 


The cost records clerk should then stamp the invoice “entered,” 
with a notation as to the department or classification to which he 
has entered the invoice. This invoice should then be passed to 
the regular accounting: department for entry upon the general 
books. 


Outgoing Materials 
All products manufactured by the company can be controlled by 
production orders and these orders used in lieu of the stores requi- 
sitions above. The production orders provide space for the fol- 
lowing information : 
1. Production order number. (The orders may be pre- 
numbered. ) 
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8. 


9. 
10. 


II. 
12. 


. Date. 


Complete description of the material and quantity to be 
used in each department. 

Bin number. 

Code or account number for perpetual inventory record 
control purposes. 

Issuing clerk’s name. 

Balance on hand after issuance of the material as shown 
by storekeeper’s record. (This is shown where perpetual 
inventory record clerk balances his records currently 
with those of the storekeeper. ) 

Department and person to whom the material was de- 
livered (signature). 

Space for the entry by the cost records clerk. 

Price. 

Value. 

Job or account to be charged, i.e., work in process, ex- 
pense, or fixed asset accounts. 


Requisitions from Stores 


Each department requiring materials will be furnished with an 
extra copy of the production order to be used as a requisition in 


order to 


obviate the necessity of rewriting the details to a separate 


requisition. This extra copy is on a sheet of distinctive color. The 
procedure observed is as follows: 


2. 


Foreman of the department sends this requisition to the 
storekeeper. 
Storekeeper supplies the required material, indicating on 
requisition any changes which need be made due to lack 
of supplies, etc., and performs the following : 
(a) Enters the issuance upon his bin card or stores 
record. 
(b) Notes the balance on hand after issuance. 
(c) Notes the bin number from which material was 
withdrawn. 
(d) Indicates the issuance of material upon his copy 
of the production order. 
(e) Obtains the signature of the person receiving the 
material, on his copy of production order. 
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(f) Forwards the foreman’s requisition to the cost 
records clerk. 


The perpetual inventory record clerk performs the following 
work: 


1. Inspects the requisition for the insertion of items noted 
above. 

2. Notes the quantity, date and production order number on 
his perpetual inventory record. 

3. Prices the requisition. 

4. Extends the requisition. 

5. Posts the appropriate value to the perpetual inventory 
record card. 

6. Indicates the amount as a charge to work in process, 
since production order numbers serve as job numbers. 

7. “orwards the requisition to the Work in Process Cost 
Clerk. 


The work in process cost clerk opens a production order number 
sheet for each job and enters thereon the date and, by departments, 
the total cost of the materials. 

Where gadgets are attached to the product during assembly, the 
assembly department issues usage reports for the gadgets attached. 
These reports should be prepared in duplicate, one copy being re- 
tained by the department and the second copy forwarded, after 
approval by the foreman, to the cost records clerk. These reports 
contain the following information : 

1. Usage report number. 
2. Date issued. 
Production order number. 
Material (gadgets). 
Quantity. 
Person preparing the usage report. 
Approval of the foreman or other person designated for this purpose. 


NOMS w 


The cost records clerk follows the same procedure for these 
reports as for the production orders, 

Upon completion of the assembly, the product will be finally 
inspected and passed to the shipping department or the Storekeeper, 
as the case may be. 
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The assembly department’s copy of the production order will be 
used as notification to the work in process cost clerk that the job 
has been finished. The cost records clerk awaits a copy of the 
shipping ticket (if the material is to be shipped) and then pre- 
pares an appropriate summary of the jobs to be transferred from 
work in process to either finished stock or cost of sales. 


Defective Material and Spoiled Work 

This is handled by reports from the various departments indi- 
cating the quantities, the kind of material and the reason for the 
spoilage such as an inherent fault in the material itself or improper 
working on the part of an en:ployee. This reported reason is veri- 
fied by the plant manager. Upon the basis of this report, additional 
material is issued to replace the defective work, if it cannot be 
reworked. The cost of these materials is charged to an appropriate 
account, namely, the vendor if the material was inherently defec- 
tive, or spoiled work for the appropriate department. 

If the material can be reworked, then only the labor cost of re- 
working is charged to the appropriate account above. 


Scrap Reports 

Scrap reports are issued by each department. A careful record 
is maintained and the proceeds from the sales is credited as scrap 
sales and applied to the overhead of the specific department. If the 
scrap is of such nature that it may be used for other products, it 
is returned to stores and credited back to the specific departments. 


ACCOUNTING AND PayYING 


Responsibilities of Accounting Department 
There are four employees of the company whose responsibilities 
include functions concerned with the accounting, as follows: 
1. Chief accountant. 
2. General accountant. 
3. Audits supervisor. 
4. Accounts payable supervisor. 


Chief Accountant 
The chief accountant is responsible for the performance of 
all accounting and related statistical functions concerned with 
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the activities of the company, subject to the approval and 
authorization of the controller, board of directors and presi- 
dent. He is particularly concerned with providing service 
to the management at low cost. 


General Accountant 

The general accountant reports to the chief accountant and 
is directly responsible for supervision of the accounting, 
statistical and related functions of the company in accordance 
with approved procedures. 
Audits Supervisor 

The audits supervisor reports to the chief accountant and 
is directly responsible for verifying the accounting correct- 
ness and integrity of all financial and business records, de- 
termining that assets and liabilities are properly valued and 
stated and that the necessary safeguards are maintained to 
conserve funds and other assets, including inventories. These 
functions apply to all locations of the company without limi- 
tations. The audits division has access to all accounts, reports 
and records of the company regardless of where prepared or 
filed. All department and supervisory heads co-operate in 
the performance of the audit function. 


Accounts Payable Supervisor 


The accounts payable supervisor reports to the chief ac- 
countant and performs the functions concerned with accounts 
payable according to approved methods and procedures. 


Manual Accounting System 

The chief accountant, after considerable research, decided that 
the volume of detail involved in discharging the responsibilities 
concerned with the payment for materials and supplies and the 
related accounting functions, would not justify the cost of acquir- 
ing much mechanical equipment. Accordingly, he developed a plan 
to carry on the necessary functions by the manual method de- 
scribed below : 


Voucher Journal 


Upon receipt of the original copy of the invoice from the 
purchasing department, showing required evidence of accur- 
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acy and approval for payment, the mathematical accuracy of 
all extensions is verified. The invoice is then coded and be- 
fore being entered on the books, all coding is audited. 

The voucher journal is used for entering the invoices and 
consists of a two-page columnar form. On the left page are 
the following columns: 


Date Voucher No. Accts. Pay. General Ledger 
Credit 


Account Am’t 
The center of the sheet contains a description space; the 
right hand page shows debit columns headed for factory and 
sales locations. Each column has a space to accommodate the | 
code number against each item entered therein. One column | 


is provided for general administrative expense and one col- 
umn for general ledger. 


Material Purchased Analysis Sheets 


(Double Column) 


An analysis sheet is provided for each plant or other cus- 
todian of materials and supplies. This sheet is in columnar 
form and provides a column for each code number shown 
on the voucher journal. The amounts designated by a com- 
men number are entered in the column headed by that num- 
ber from the voucher journal. 

The columns on the analysis sheets indicate the character 
of the materials or supplies and the total value to be trans- 
ferred to the inventory value record at the end of the month. 
The analysis sheet total is posted to the factory ledger, while 
the total of the factory column in the voucher journal is 
posted to the factory account of the general ledger. 

The records of material quantities are maintained at the 
factories. 


Materials Issued Register 

An analysis sheet similar to that above may be used for the 
purpose of registering and recording withdrawals of ma- 
terials and supplies, and a journal register may be used for 
the purpose of charging the materials and supplies to the 
various products for which they are used. 
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Voucher Checks 

Simultaneously with the work above, invoices are being 
paid, after being duly approved and entered. 

A voucher check in triplicate is used, the vendor’s invoices 
being listed in the space provided and the check completed 
according to established procedure. Copy “B” is filed numer- 
ically with the invoices and Copy “B” of the receiving re- 
ports attached. Copy “C” is attached to the copies of the 
invoices filed by the vendor’s name. 


Modifications in Manual Accounting System 


As indicated above, the manual system employed was developed 
to handle a comparatively small volume of work, the accounting 
department handling about 300 items per day for payment. In 
recognition of the rapidly increasing volume of business resulting 
from the company’s participation in defense work, the chief ac- 
countant has authorized a study of the adaptability of mechanical 
equipment. In particular, mechanical equipment for the posting 
of the voucher journal and the use of unit tickets or cards for 
obtaining totals now shown on the material analysis sheets are 
now being studied by the chief accountant. 

The problems confronting the hypothetical chief accountant of a 
hypothetical company are typical of those with which systems 
and methods men are working daily. 
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= j Sidney Knight, McKinsey & Co. 
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Asst. Treasurer Assn., Inc. 


Material Purchasing Committee. 


Bs: . E. R. de Bechevet Neptune Meter Co. 

Hi George T. Beneke American Hard Rubber Co. 
ae Alan M. Jones The Barrett Co. 
P sii John McCabe, Jr. American Hard Rubber Co. 

hs Geo. D. McCaffrey Arthur Andersen & Co. 

*Alton M, Snipes Certified Public Accountant 

Newton H. Tuthill American Hard Rubber Co. 


Receiving and Storing Committee. 
*Rory A. Conlon Metropolitan Life Insurance Co. 
E. J. Gessner United States Steel Corp. 
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Harry C. Hahn 


George F. Morrissey 


Martin H. Newman 
Fred Schwarz 


Paul D. Urban 
Kenneth B. Wackman 


Maurice Canter 
Thomas A. Feeley 
George Geekie 
Richard C. Helbig 
Eno B. Heimer 
*Harold K. Marks 
Robert L. Mitchell 
Edward B. Wiest 


*Austin A. Ballou 
Joseph L. Cooke 
William S. Johnston 
G, J. Miller 
Clifford C, Schooley 
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Receiving and Storing Committee (Contd.). 


American Telephone & Tele- 
graph Co. 

Phelps Dodge Copper Products 
Co. 


Century Circuit, Inc. 


Dairymen’s League Cooperative 


Assn., Inc. 
O. Attula Co. 
Alexander Grant & Co. 


Distributing and Recording Committee. 


State of New Jersey 

Tata Iron & Steel Co., Ltd. 
Certified Public Accountant 
American Hard Rubber Co. 
The Barrett Co. 

J. K. Lasser & Co. 

Certified Public Accountant 
E, E. Drew & Co. 


Accounting, Controlling and Paying Committee. 


American Hard Rubber Co. 
The Barrett Co. 
Socony-Vacuum Oil Co., Inc. 
Unexcelled Mfg. Co., Inc. 
Universal Atlas Cement Co. 
The Linen Thread Co., Inc. 
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OFFICIAL BINDERS 
for the 
N. A. C. A. BULLETIN 


CUMULATIVE BINDER $2.00 @ 
The Cumulative Binder illustrated at the 


ong 
which holds the inserts firmly in 
the very first insertion. It is of black fabri- 
koid with stiff covers, lettered in gold with 
the name and seal of the Association, as - 
shown in the illustration. The binder can 
be used from year to year for accumulating 
the Bulletins if you transfer the complete — 
volume to a Permanent Binder at the end 
of each year. 


@ PERMANENT BINDER $1.50 


This Permanent Binder is made to hold a 
full volume of technical Bulletins. It is 
black fabrikoid, lettered in gold as shown 
in the illustration at the left. The binding 
device consists of metal strips which are 
run through the punching in the Bulletins 
and locked into place permanently by a 
simple manual operation. 


This binder will not take the place of the 
Cumulative Binder, as it is not a loose-leaf 
device. It is designed only to take the 
your volumes bound by a 
ive than binding 

and, we believe, equally attractive. 


Order with remittance should be sent to: 
National Association of Cost Accountants 
385 Madison Avenue 
New York, New York 
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